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KEY ECONOMIC INDICATORS -- HUNGARY 
ITEM REAL PERCENTAGE CHANGE COMPARED TO PREVIOUS YEAR 


1980 
‘ National Income ‘ -0. 


Industrial Output é -2. 
Agricultural Output ‘ +4, 
Real Per Capita Income ‘ +0. 
Official Consumer Price Index ; +9. 


ITEM 1980 


Net National Income 581 
(Current Prices; billion Fts) 
Socialist Sector Investments 190 
(Current Prices; billion Fts) 
Average Industrial Monthly Wage (Fts) 
Exchange Rate: (average)*** 
Commercial " sshadacd 
Noncommercial ri wich 
(Fts per US $1) 
Coal Production (mill. tons) 
Crude 011 Production (mill. tons) 
Crude Oi] Imports (mill. tons) 
Natural Gas Production (mill. cu.m.) 
Natural Gas Imports (mill. cu.m.) 
Bauxite Exports (thous. tons) 
Wheat Exports (thous. tons) 
Corn Exports (thous. tons) 
Iron Ore Imports (mill. tons) 
Stock of Automobiles (thousands) 


Population (millions) 10. 10. 10. 
Tourists visiting Hungary (mill.)+ 9.8 : 10. 


Ruble Exports (mill. rubles)** 4,056 4,372 4,927 
Ruble Imports (mill. rubles)** 4,466 4,877 5,29] 
Ruble Trade Balance (mill. rubles)** -410 -505 -367 


Convertible Currency Exports 4,063 4,863 4,877 
(mill. $)** 

Convertible Currency Imports 4,230 4,587 4,432 
cntil.°$)** 

Convertible Currency Trade Balance -167 +276 +445 
(mill. $)** 

Current Account Balance (mill. $)** -826 -368 -727 

U.S. Exports to Hungary (mill. $)* 78 79 77 

U.S. Imports from Hungary (mill. $)* 112 108 © 129 

U.S. Trade Balance with Hungary -34 -29 -52 
(mill. $)* 


SOURCE: Hungarian Statistical Office; *U.S. Department of Commerce 
- National Bank of Hungary IMF method 

Noncommercial rate was merged with the commercial rate 

October 1, 1981. + 24 hours or more; Fts = Forints. 
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SUMMARY * 


In 1983 Hungary will continue its policy of slow growth to induce 
economic adjustment. The stabilization of capital investment, which 
began in 1979, has been followed by a cutback in raw material, com- 
ponent parts and consumer imports. Reduction in imports has been 
necessary because of the constriction of foreign currency reserves 
in the first quarter of 1982, resulting from a deepening of the fi- 
nancial malaise elsewhere in Eastern Europe and the continuing 
worldwide economic slump. Confidence in Hungarian economic manage- 
ment has been shown, however, through loans supported by the Bank of 
International Settlements, the IMF, and commercial banks. Some $600 
million in IMF standby and commodity compensation loans were ap- 
proved in December 1982 and a $200 million commercial bank loan was 
signed in April 1983. 


The emphasis in 1983 remains on strengthening the internal and ex- 
ternal balance of the economy, promoting modernization of industry 
and conserving energy, which continues to rise in cost under the 
CEMA moving average formula. No new price increases are to be im- 
posed in 1983, but the combined effect of price increases in 1982 
(largely energy prices), the beginning of a housing rationalization 
scheme that will raise public housing rents, and the price fluctua- 
tions in decontrolled items, are expected to raise the consumer 
price index by 7.5 percent. At the same time it is projected that 
domestic consumption will fall by some four percent on the basis of 
more efficient production and a reduction of income by about two 
percent. This will be the first fall in living standards in over 
twenty years. 


As a result of economic adjustment, imports and business activity 
are expected to grow only very slowly for the next several years. 
With more economic restraints the Hungarians are expected to stress 
countertrade (barter), cooperation projects and hard currency earn- 
ing exports and projects. Hungary's main convertible currency 
trading partners remain nearby Western European countries, but a 
number of positive steps have been taken to improve the U.S. trading 
position. Most Favored Nation (MFN) tariff treatment was obtained 
in 1978. There are also numerous cooperative agreements between the 
two countries, several joint companies and a number of American 
business and government commercial contacts have been created, and a 
tax convention to avoid double taxation was created in 1980. 


* For budgetary and administrative reasons, this report, originally 
scheduled for publication in 1983, was delayed. Readers should note 
that while for the most part the Hungarian economic and commercial 
situation described remains in effect for the beginning of 1984, 
the report is based on information gathered in early 1983. 





CURRENT ECONOMIC SITUATION AND TRENDS 


Overview: Adjust and Hope for Economic Recovery 


Hungary, in terms of overall economic development, is in the middle 
of the Eastern European countries, behind the German Democratic 
Republic and Czechoslovakia. Under the New Economic Mechanism (NEM) 
reforms introduced in 1968, however, enterprise initiative and 
flexibility have brought about a greater market orientation and 
greatly improved the availability of consumer goods and the material 
quality of life. Following the 1973-74 petroleum price increases, 
the government decided to cushion the economy against the effects of 
international inflation through a return to more central price con- 
trol, particularly raw material imports. Consequently, Hungary's 
balance of payments position deteriorated noticeably in the mid- and 
late 1970's. With the intention of forcing the economy to adjust to 
the imbalanced trade situation, the government decided in 1978 to 
cut back capital investment and steadily increased internal prices 
to reduce subsidies. Official encouragement has also been given to 
greater productivity through further decentralization of industry, 
more entrepreneurial incentives and financial benefits for energy 
conservation. 


In spite of the early and far-reaching steps toward market-oriented 
economic adjustment, Hungary has not escaped the ramifications of 
the financial difficulties faced by the less economically flexible 
countries of Eastern Europe. As a result, it faced a severe finan- 
cial crunch in the first half of 1982, which eased by the end of the 
year, with the assistance of the international financial community 
and the government's own resolve to reach current account 
equilibrium. 


Because of a poor raw material base and a small and declining popu- 
lation of 10.7 million, Hungary is highly dependent on foreign trade 
(about 55 percent of the GDP), increased productivity and efficient 
use Of capital to improve its standard of living. The leadership 
recognized the country's historical strength as an agricultural sup- 
plier early in the economic reforms started in 1968. Consequently 
reform has gone farther in this sector than in industry. Heavy de- 
pendence on imported raw materials, in particular energy, has led to 
a deterioration of the terms of trade with both convertible currency 
(Western) countries and convertible ruble (Eastern European) trade 
partners, which is belatedly forcing greater energy efficiency and 
conservation. 





Hungary is a member of the Council for Mutual Economic Assistance 
(CEMA). In recent years about fifty percent of its trade has been 
orientated toward the Soviet Union and the communist states of 
Eastern Europe, and about half to the market economies of Western 
Europe, North America, the Middle East and the developing world. 

The 1981-86 Sixth Five-Year Plan placed primary emphasis on bringing 
about equilibrium in the economy and maintaining the standard of 
living. National income in 1983 is targeted to grow by only 0.5 to 
1] percent, a more modest projection than the two percent increase 
achieved in 1982. Domestic consumption is planned to fall by 3 to 4 
percent in 1983 on the basis of more efficient production and a drop 
in real personal income of about two percent. Industrial production 
is set to grow by 1 to 2 percent and agricultural output by 2 to 3 
percent. Capital projects should decline by 10 percent over 1982. 
Inflation is pegged at 7.5 percent as a result of price increases 
instituted in 1982, particularly higher gasoline prices, higher 
rents on public housing to start in July, and fluctuations in decon- 
trolled price items. The main features of the government's defla- 
tionary policy have been to restrict capital investment, force more 
efficient use of resources, rationalize prices and hold down con- 
sumption and wages. Import restrictions introduced under GATT rules 
in September 1982 also helped reduce the value of 1982 convertible 
currency imports by seven percent in dollar terms over 1981. 

Imports are expected to remain static in 1983. Exports for 1983 are 
forecast to rise by some seven percent in value. However, this pro- 
jection appears to be too optimistic without a significant economic 
upswing in Western Europe. 


Agriculture: The Perils of Success 


Because of favorable weather agricultural production, particularly 
corn, was very good in 1982, rising 5 percent in volume. Total 
grains harvested reached a record 14.8 million metric tons. Pig and 
milk production also continued to rise, as did the output of fruits 
and vegetables. While volume rose, depressed world agricultural 
prices kept export earnings from increasing. 


The mild winter has also posed problems for the agricultural sec- 
tor. It is expected that more pesticides will have to be used in 
1983 to control bugs that were not killed during the winter. Early 
plants also showed bushy stocks that might inhibit later development 
and lower yields. 





In late 1982 the United States Commodity Credit Corporation (CCC) 
approved $42 million in credits over three years for the purchase of 
$38 million in soybeans, $2 million in soybean isolates and 

$2 million in cotton exports from the United States: A World Bank 
15-year development loan to boost agricultural production and im- 
prove storage facilities has been proposed for the 1983 fiscal 

year. The loan would cover $130 million in foreign imports, includ- 
ing wheat combines, heavy duty tractors and precision corn seeders. 


Industry and Construction: No New Projects in 1982 


Gross industrial production increased by two percent in 1982 over 
the previous year. The projection for 1983 is for a one to two per- 
cent increase. No new priority state projects will be started in 
1983. However, five projects are to be completed during the year. 
They include the new Danube Iron Works converter steel mill, the 
combine steel plant of the Lenin Metallurgical Works, the third sec- 
tion of the Hungarian-Soviet gas pipeline, the first stage of the 
expansion of Budapest's Ferihegy airport and the Light Metal Works 
(aluminum) at Szekesfehervar. Continuing major projects are the 
construction of the Paks nuclear power station, the Budapest subway 
and a catalytic cracking plant at the Danube Petroleum Industry 
Enterprise at Szazhalombatta. 


State building and construction decreased by one percent in 1982 and 
is projected to fall by two to three percent in 1983. The govern- 
ment continues to shift the emphasis from public to private housing 
construction and in mid-1983 will begin a 5-year program to ra- 
tionalize public housing and decrease subsidies in this sector. The 
proportion of public housing in Hungary is 26 percent, the lowest in 
Eastern Europe. 


Higher Earnings Anticipated from Exports and Tourism 


The convertible currency trade balance rose to $766 million in 1982, 
largely on the basis of holding down imports. The current account 
balance was also relatively improved with a deficit of $149 

million. The official projections for 1983 are to hold imports 
steady, with the continued assistance of import restrictions, and to 
increase exports by seven percent in value. This is anticipated to 
bring about a $600 million current account surplus. However, 
exports of metals, chemicals, and clothing have been depressed and 
there are few signs of recovery, making the higher export projection 
difficult to imagine. The forint was devalued three times in the 
second half of 1982 by a total of 11 percent against the dollar. 
Another three percent devaluation was announced in April 1983 in 
order to keep exports competitive, since inflation continued to be 
lower in major Western European export markets. 





The successive devaluations are also expected to boost tourist 
earnings, which reached a net $176 million in 1982 and are projected 
to increase to a net $240 million in 1983. In spite of the relative 
decline in numbers of tourists coming to Hungary by 4 million in 
1982, free-spending Western tourists increased by 16 percent to make 
up the difference. After a hotel building spree in Budapest during 
the past several years, more emphasis will be put on provincial 
hotels. About half of the $300 million Austrian building credit has 
been spent to build the luxury Forum and Hyatt hotels in Budapest. 
The remainder is to be used for resort hotels in the country and at 
Lake Balaton and for the modernization of the Budapest airport. 


Energy: Increased Domestic Production and Conservation Necessary 


Hungary must import about 50 percent of its energy requirements. 
Domestic crude oi] production is stabilized at two million metric 
tons a year but the production of domestic coal and natural gas have 
been increased to substitute for imported oil. A fall in heavy in- 
dustrial production and mild winters in 1981 and 1982 have been 
credited with significantly aiding the energy conservation program. 
Overall energy consumption only increased by 0.5 percent in 1982 
over the previous year. Before 1978 energy consumption rose at an 
average annual rate of four percent. 


In the next several years Hungary will also reduce and improve the 
efficiency of its petroleum refining industry to allow a greater 
recovery of more valuable "white spirit" products. The first 440 MW 
unit of the country's only nuclear power plant at Paks began tenta- 
tive operation in December 1982. Eventually four 440 MW units are 
scheduled to produce 22 percent of the country's electrical needs. 
Electricity was the fastest growing component of energy usage in 
1982, increasing by 3.6 percent. 


Most of Hungary's imported oi] comes from the Soviet Union and the 
majority is sold at a five-year moving average of the world price, 
which in contrast to current world price is still moving upward. As 
a consequence Hungary's terms of trade with the Soviet Union con- 
tinue to deteriorate faster than the terms of trade with convertible 
currency countries. 


Energy saving investments are an exception to the policy of no in- 
crease in investment in the socialist industrial sector. A proposed 
$110 million World Bank development loan in fiscal year 1983 for 
energy conservation projects would further aid the energy conserva- 
tion program. 





Features of U.S.-Hungarian Trade 


The most important development in boosting U.S.-Hungarian trade has 
been the 1978 bilateral trade agreement extending Most Favored 
Nation (MFN) tariff treatment. MFN status for Hungary is annually 
reviewed by Congress. Since 1978, according to U.S. statistics, 
total bilateral trade has grown 21 percent, from $116.6 million in 
1978 to $201 million in 1982. However, it has stagnated in the last 
two years at about the $200 million level. It is interesting to 
note that the U.S. trade figures vary considerably from the 
Hungarian and show approximately half the amount of American imports 
that the Hungarian statistics do. This suggests that many sales of 
American origin goods move through European subsidiaries or agents, 
rather than being sold directly. 


According to American statistics U.S. exports to Hungary in 1982 
totalled $68 million, while imports from Hungary to the U.S. to- 
talled $133 million. Principal U.S. exports were vehicle parts, 
fertilizers chemicals and pesticides, air and gas compressors, meas- 
uring devices hides and skins, bulk pharmaceuticals and machinery. 
The main Hungarian imports were canned meat (ham), footwear and 
clothing, vehicle parts (buses) and various food and manufactured 
items. 


Added Incentives to Foreign Investment 


In late 1982 the Hungarian Government issued a decree creating more 
favorable conditions for setting up foreign joint-ventures in 
customs free areas, absolving them from many foreign trade and in- 
come regulations. Joint ventures have been possible since 1972 but 


only 11 have been established. Production ventures by law had to 
have a Hungarian majority and only service companies could be for- 
eign owned. To date there are three American-Hungarian joint manu- 
facturing companies. Eli Lilly, the most recent, has established a 
joint venture for the production of feed additives for poultry and 
livestock. 


There are numerous cooperation agreements between American and 
Hungarian companies, Crown Coach and Mogurt/Ikarus arrangement for 
articulated or extended buses being perhaps the best known. IBM has 
a 100 percent interest in a local sales and service concern. Both 
Dow Chemical and National City Bank of Minneapolis have local rep- 
resentatives in Budapest. A tax convention to avoid double taxation 
was concluded between the two countries in 1980. An intergovern- 
mental joint economic-commercial meeting is held each year and a 
U.S.-Hungarian Economic Council was established in 1975 to facili- 
tate trade relations between the companies of both countries. 





IMPLICATIONS FOR THE UNITED STATES 


Economic Adjustment Will Slow Down Growth and Consumption 


The Hungarian Government's official policy of no increased capital 
investment, combined with the current shortage of foreign exchange, 
and the need to balance trade with the West, will translate into 
decreased imports from convertible currency countries for the next 
several years. Lower anticipated GDP growth and level living 
standards will also cut consumer imports, but the need to conserve 
energy, boost agricultural productivity and industrial exports 
should increase trade potential. Requirements for licensing of 
defense-related exports can be expected to limit certain exports and 
licensing arrangements with Hungary. 


It is generally acknowledged that Hungary has very good financial 
and debt management, but its external, mostly medium term, debt of 
about $6 billion and its short-term debt of some $1.8 billion, is 
high in per capita terms and prudent management requires a re- 
duction. The severe credit crunch of the first half of 1982, when 
foreign deposits with the National Bank were constricted, eased by 
the third quarter with the assistance of the Bank of International 
Settlements and the IMF. The latter approved a $600 million standby 
and commodity compensation credit in December 1982 that will greatly 
help meet the country's financial needs in 1983. A $200 million 
three year commercial loan was also signed with a group of 
international banks in April 1983. Two proposed World Bank develop- 
ment loans totalling $240 million would also provide additional 
credit in 1983. The National Bank is also drawing on export related 
credits, many of which have been previously available but not used. 
Hungary joined IMF and the World Bank (IBRD) in mid-1982. 


The need to adjust economically has stimulated greater market mech- 
anism reforms in the economy, including price increases of food and 
energy, a unified exchange rate in 1981, continued devaluation of 
the forint and official encouragement of small-scale industrial and 
service ventures of a private nature. More extensive financial 
reforms are being studied, including the expansion of a successful 
infrastructure bond issue subscribed to by enterprises and 
cooperatives. It is generally agreed that a more comprehensive 
program should be worked out on the policy of wage differentiation 





and the implications of corporate profitability. The government has 
also said that it will continue to cut subsidies on products and 
services and it is anticipated that personal income, at least in the 
short-run, will not keep up with price increases. While these 
measures are expected to bring greater austerity, they also auger 
well for a more realistic economic foundation for the country. It 
is hoped that they would prepare Hungary for more solid economic 
growth in the latter part of the 1980's. 


Doing Business in Hungary 


Hungarian trade policy is directed at increasing hard currency 
exports while restraining imports. As outlined above, the Hungarian 
Government implemented over the past year several measures to reduce 
non-essential imports. Total U.S.-Hungarian trade is expected to 
grow only marginally in 1983. Long term prospects for U.S. exports 
are brightest in equipment and technology for agricultural produc- 
tion and food processing and for energy and resource management and 
conservation. 


While foreign trade is a state monopoly and the currency (forint) is 
still not freely convertible, Hungarian business style is remarkably 
close to that of Western business. Direct relationships can be 
entered into with state companies and an increasing number of manu- 
facturing enterprises are being given foreign trade rights, as in- 
dustry moves to more decentralization. Nonetheless, establishing a 
joint venture, cooperation agreement or representative office can be 
a more lengthy, bureaucratically complicated procedure than a 
similar arrangement in market. economy country. Office space, 
housing, Hungarian national personnel, and other accommodations and 
services for commercial representation must be arranged through the 
Ministry of Finance. Suitable facilities are at a premium and 
prices can be high. Acquisition of telephone and telex facilities 
also can be involved and is unlikely to improve.in the near future. 


Due to Hungarian economic concerns and traditional trading patterns 
with West European firms, U.S. firms should have patience and expect 
delays in having their products and companies accepted. In general, 
as with most business people, Hungarians prefer to deal with famil- 
iar firms and faces. With this shift toward greater economic re- 
straint, the Hungarians are stressing countertrade, cooperation 
projects, and hard currency earning exports and projects. As de- 
fined by Hungarians, cooperation includes (but is not limited to): 
long-term contracts for commission work; joint manufacture of parts 
or products; joint sales in third markets; joint research and devel- 
opment; and the provision by one partner of machinery, technology 
and know-how, in return for production and raw material inputs. The 
one essential element is collaboration for a long period of time, in 
which both parties undertake obligations. 
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Looking for 
an overseas 
BUYER? AGENT? 
DISTRIBUTOR? 


To receive a free 
Trade Lists index 


Find one or find out about 


the full range of Com- 


/ n th e New merce export aid 
products, write 


Commerce | to Commerce in 
Depar tment . iy | Washington, D.C. or 


contact your nearest 


Trade L ist Commerce district office. 
for The Washington address is: 


Computer. and U.S. Department of Commerce, 


- International Trade Administration, 
Peripherals Trade Lists, Room 1324, 


Washington,D.C. 20230. 


Trade Lists: The indispensible overseas marketing tool 
Trade Lists: Names and addresses of overseas buyers, agents, distributors 
Trade Lists: Names provided by U.S. Government foreign commercial officers 


Ask about some of the other Commerce export aid products such as credit reports on 
overseas companies, foreign market research surveys, agent searches and computer database 
retrievals. 





Th to th f k 
Confused about Export The Export Adminstration Regulations 
s s = 5 See a oo rules control- 
Licensing Requirements : orale naan; 
requirements: 


When is an export license necessary? 

When is it not necessary? 

How do | obtain an export license? 

What policies are followed in consider- 

ing license applications? 

How do | know when the policies 

change? 

Are there restrictions on exports to cer- 

tain countries? 

Are restrictive trade practices and boy- 

cotts prohibited? 

e Do! need a license to ship technical 
data? 

e Where can | obtain help? 


At no additional cost, subscribers receive 
supplementary Export Administration Bul- 
letins which explain recent policy changes 
and provide replacement pages to keep 
your set of regulations up-to-date. 


Use the order blank below to begin your sub- 
scription to the Export Administration Reg- 
ulations 


SUBSCRIPTION RATES 


In the United States 
To foreign countries 


All Bulletins sent first class to both 
foreign and domestic addresses. Air- 
mail service not available. 


ESR AS RR) SOME ES a a a Sa 
ORDER FORM To: Superintendent of Documents, U.S. Government Printing Office, Washington, D.C. 20402 


Credit Card Orders Only 
Enclosed is $ 0 check, 


0) money order, or charge to my Total charges $____——_—C*Filll in the boxes below. 
Deposit Account No. Credit 


TTT cadno. LITT TIT TTITIITIT ITT) 
Expiration Date 
ok Month/Year Seen 


)S Department of Commerce Export Administration Regulations 
ation Bulletins for the publication period beginning October 1, 1983 


For Office Use Only 
Quantity Charges 
Name—First, Last Enclosed 


| SAAS SERORORRRSEE ERE eee ee To be mailed 
ompany name or additional address line 


Subscriptions 
Postage 
treet address Foreign handling 


MMOB 
City State ZIP Code oe 


UPNS 
Orscount 


SSGaseversreerers Refund 


(or Country) 


PLEASE PRINT OR TYPE 








